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i

On July 9, 1992, at the request of the Committee on Ways and Means, U.S. House of Representatives,
and in accordance with the provisions of section 332(g) of the Tariff Act of 1930 (19 U.S.C. 1332 (g)), the United
States International Trade Commission instituted investigation No. 332-327, Steel: Semiannual Monitoring
Report. The purpose of these reports is to provide information concerning the status of, and prospects for, the
U.S. steel industry in the post-VRA competitive environment, and covering the period from January 1991 through
December 1994. An overview of the structure of this report, as well as notes on the report’s product coverage
and methodology, are presented in appendix A.

The products covered in this report were subject to import quotas under voluntary restraint agreements
(VRALS) in effect from late 1984 through March 31, 1992. The President undertook the VRA program after the
U.S. International Trade Commission made an affirmative determination under section 201 of the Trade Act of
1974 (19 US.C. 2251) with respect to imports of certain carbon steel products.!  After receiving the
Commission’s report on that investigation, the President announced that he was not taking action under section
203 of the Trade Act, but instead would negotiate bilateral restraints with steel-exporting countries to limit U.S.
imports of steel and to pursue a more vigorous policy of enforcement of the laws against unfair trade practices.?
Congress subsequently passed the Steel Stabilization Act (title VII of the Trade and Tariff Act of 1984), which
granted the President authority, for the 5-year period ending September 30, 1989, to enforce the terms of the
bilateral steel agreements, but conditioned such authority on the President’s making an annual affirmative
determination that major steel companies were committing substantially all of their net cash flow from steel
operations to reinvestment and modernization of their steel operations and that a certain level of funds were
being committed to worker retraining3 In July 1989, the President proposed a 2-1/2 year extension of the
program. Congress subsequently enacted the Steel Trade Liberalization Program Implementation Act extending
the President’s enforcement authority through March 31, 1992.4

As part of the Steel Trade Liberalization Program and the Bilateral Consensus Agreements that were
negotiated under that umbrella, countries agreed to work towards a Multilateral Steel Agreement (MSA) that
would address the underlying causes of unfair trade in steel by eliminating tariffs, nontariff measures such as
quotas, and most subsidies in the steel sector. The United States and 34 other countries have participated in
negotiations for an MSA under the general auspices of the General Agreement on Tariffs and Trade. The MSA
negotiations were suspended on March 31, 1992, the same day that the VRA program expired. Since the end
of the VRAs, unfair trade petitions have been filed on numerous items including wire rope, bar, steel rail and
other steel products once covered by the VRAs. In addition, a large number of petitions were filed by the
domestic industry on flat-rolled steel products from 21 countries. A list showing the status of unfair trade cases
filed on steel products and raw materials during the past year is presented in appendix B.

The information and analysis in this report are for the purpose of this report only. Nothing in this
report should be construed to indicate how the Commission would find in an investigation conducted under other
statutory authority covering the same or similar matter.

1 Report to the President on Investigation No. TA-201-51, USITC Pub. No.
1553, July 1984.

2 Exec. Commun. 4046, Sept. 18, 1984 (H. Doc. 98-263).

3 Ppub. L. 98-573, Oct. 30, 1984, 98 Stat. 3043.

4 pub. L. 101-221, Dec. 12, 1989, 103 Stat. 1886 (19 U.S.C. 2253 note).
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PRIVATIZATION IN THE
LATIN AMERICAN STEEL INDUSTRY

One of the most significant trends to emerge in
the global steel industry in recent years is the
privatization of state-owned steel companies.
Privatization has occurred particularly in Eastern
Europe, especially in the former German
Democratic Republic, Eastern Asia, and Latin
America. Among these regions, Latin American
governments were the first to embrace privatization
fully as part of market reform. As a result, the
movement towards privatization has progressed more
rapidly in this region. The problems encountered in
the privatization process may be indicative of
problems that other countries are likely to face in
reducing state influence in their steel industries.

Privatization in the Latin American steel
industry has resulted in expanded steelmaking
capacity, increased privately held industry
concentration, and opened opportunities for foreign
investors. Privatization has also created
opportunities for certain U.S. exporters and
equipment and material supply firms. This article
examines the background to privatization, details of
this process, general implications of the privatization
movement, and effects of privatization on the U.S.
steel industry. General information about the Latin
American steel industry is presented in table A and
detailed information about the firms affected by the
recent privatization movement, the status of
privatization, terms of sale, and future plans for the
facilities is presented in table B. Both tables follow
at the end of this article.

Background to Privatization

. Under economic policies in effect in several
Latin American countries during the 1960s, the steel
industry was made an integral part of a state-run
economy. In some, the steel industry was
nationalized because it was viewed as being of key
importance to the developing economy; in others,
nationalization was an attempt to keep debt-ridden,
unprofitable mills in operation. However, strong
economic growth in Latin America during the 1970s
gave way to economic crisis in the 1980s, both due in
part to acquisition of large government debt. The
policies of the 1960s and 1970s resulted in large,
foreign held public debts, high inflation, inefficient
state-owned enterprises, a lack of incentives for
entrepreneurs, distorted capital markets, and
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industrial products that were not always competitive
in world markets. These conditions, combined with
capital flight, low domestic savings, inflation, and a
sharp drop in world demand for several important
Latin American export commodities, led to the
adoption of new domestic economic policies, some
under IMF supervision.

Under these new policies, several Latin
American governments are seeking to replace
longstanding economic policies based on import
substitution and government intervention with
market-oriented initiatives intended to foster the
development of more open and competitive
economies. Recent economic reforms have
emphasized increased competitiveness in world
markets, reduced government subsidies, and
improved incentives for production in the domestic
economy. Reforms have focused on fiscal
conservatism, privatization of state enterprises,
reduced restrictions on foreign investment, and
encouragement of regional economic cooperation.
These reforms have proved politically difficult in
most Latin American countries, although there is a
growing consensus in the region to let market forces
determine prices and the allocation of resources.!

Regional Trade Accords

Privatization in the Latin American steel
industry has been bolstered by government efforts to
ease the transition. Despite a reduction of general
trade and investment barriers, preferential trade
measures as well as trade and investment restrictions
have been and are being enacted to support the
newly independent steel mills. Certain of these
measures are discussed later in this article. Several
regional trade accords include arrangements
involving steel trade. Such agreements help assure
hesitant governments that newly privatized steel
companies will find markets for their products and
have the opportunity to improve their international
competitive standing.

In South America, the steel industry associations
of Brazil, Argentina, Uruguay, and Paraguay have
signed an agreement to promote trade in steel as
part of the creation of Mercosur, a southern
common market.> The steel agreement, which has
been signed by the relevant industries and presented
to their governments to be incorporated into
Mercosur, is principally designed to equalize tariffs,
but also includes plans to integrate the region’s steel



industries, eliminate subsidies, abolish price controls,
and guarantee access to raw materials. The
agreement also seeks to establish ‘“industrial
complementation programs" among producers in
different countries in the common market to allow
them to take advantage of economies of scale and
increased product specialization.3

The Andean Group, comprising Bolivia,
Colombia, Ecuador, Peru, and Venezuela, has
established a steel committee with private and public
sector representatives to boost regional steel trade,
production, and the interchange of raw materials,
and to examine the possibility of complementary
production. In addition, Venezuela and Colombia
have established a 3-year "administered trade" plan
for steel in response to Colombia’s request for
protection of its fledgling steel industry. The plan
regulates certain sensitive Venezuelan steel exports
to Colombia by a system of quotas in exchange for
guaranteed access by Venezuela to Colombia’s iron
ore and coal resources.*

Under the auspices of the Group of Three
integration effort (Mexico, Venezuela, and
Colombia), Altos Hornos de México (Ahmsa) and
Siderurgica del Orinoco (Sidor) of Venezuela have
signed a cooperation agreement that should result in
increased production, improved quality, and
expanded international markets for both parties. In
addition to providing information on international
markets, both companies wﬂl share technology and
assist in personnel training’

Details of Privatizati

The Instituto Latinoamericano del Fierro y el
Acero (ILAFA) indicates that the privatization of
steel mills in Mexico, Brazil, and Argentina will
significantly influence the Latin American steel
industry in the near future.  However, as
privatization has occurred throughout the region,
many Latin American governments have found
themselves facing labor wunrest and political
turmoil ®

As privatization efforts have progressed
throughout the region, Latin American governments
have taken various steps to increase the
attractiveness of state steel firms to private buyers.
Such steps have included reducing and refinancing

debt, cutting employment, and arranging more
flexible payment terms for private investors.

The large debt burdens carried by many state-
owned companies have been the largest barrier to
privatization. In Mexico, Ahmsa and Siderurgica
Lazero Cardenas (Slcartsa) carried debt of almost
$400 million in 1990.” In Brazil, many parastatal
firms also have large debts; for example, Cia
Siderurgica Nacional (CSN) and Cia Sidertirgica
Paulista (Cosipa) owe $2 billion and $1.1 billion
respectively®

In an effort to facilitate privatization, some
governments have helped state steel firms reduce or
refinance their debt. In Brazil, a pre-privatization
financial rehabilitation by BNDES (the economic
and social development bank) eliminated $12.8
million in debt owed by Cla Sidertirgica do Nordeste
(Cosinor), easing its sale.” In the attempt to make
Sidor more attractive to buyers, the Venezuelan
government has assumed $870 million and refinanced
$580 mllhon of the company’s $1.6 billion in foreign
debt.10

In order to make state steel companies more
attractive to private buyers, governments have
attempted to increase their efficiency even before
offering them for sale. In many cases, such efforts,
concentrated on reducing employment, have resulted
in labor opposition, sometimes leading to
demonstrations and strikes.

In Mexico, the payrolls of the two largest firms,
Ahmsa and Slcartsa, were cut sngmﬁcantly prior to
privatization in November 1990."* Additional cuts
after privatization have further exacerbated already
tense labor relations. In May 1992, reportedly in
reaction to the announcement of the lay-off of 900
temporary employees, a clash between rival union
factions at Ahmsa injured 100, forcing the state -
government to temporarily assume responsibility for
public order. Although Ahmsa’s new owners, a
consortium dominated by Grupo Acerero del Norte
(GAN) were able to avert a scheduled strike, this
came at the cost of significantly hampering GAN’s
ability to increase efficiency at Ahmsa. Under the
agreement, Ahmsa will reinstate 850 of the laid-off
workers, reopen a mine that was closed in 1991, and
offer a 15-percent salary increase.!? Although such
actions may preserve relations with the union, they




are also expected to hinder the planned introduction

of the efficiency program established with the
Government prior to privatization.

Privatization efforts in Brazil also have met with
worker unrest, complicated by already high
unemployment. The most notable was legal action
by the trade union, Central Geral dos Trabalhadores,
against the sale of Usinas Sideriirgicas de Minas
Gerais (Usiminas), protesting the minimum sale
price established by the government. According to
the union, the works were worth significantly more
due to Usiminas’ status as Brazil’s second-largest
steel plant, the works’ profitability, and government
mvcstment of over $7.0 billion.?®

In Argentina, government efforts to reduce the
workforce from 11,500 to 7,000 employees at
Sociedad Mixta Siderurgica Argentina (Somisa),
which is the major source of employment in its area,
led to demonstrations and a short strike.!* In
Venezuela, discussions about privatizing Sidor, the
largest steel company in the country, have met with
vocal opposition from both the labor umon and the
pro-labor political party in Bolivar State.1®

In an attempt to attract purchasers of state steel
firms, certain. governments have been forced to
broaden the acceptable instruments of payment.
Such efforts have served to attract domestic investors
with limited financial capital. For example, in Brazil,
shares in privatized companies can now be acquired
using cruzados novos (Brazil’s previous currency),
which were frozen in the banks at the time of the
government’s economic reforms; debts denominated
in cruzados novos; debentures issued by
Siderbras!® to its creditors; Privatization
Certificates which Brazilian financial institutions have
recently been obliged to purchase; and Deposit
Facili Agrecments (representing Brazil’s foreign
debt).”  The Mexican Government has also
broadened its terms of acceptable payment to
include negotiated debt and investment
commitments.

In Brazil, the political difficulties of President
Fernando Collar de Mello, and his potential
succession by Vice President Itamar Franco, may
lead to a delay in, or even end to, the privatization
movement. Franco has been openly critical of how
privatization has been carried out. Although he is

not expected to renationalize firms that have already
been sold, scheduled privatization plans may be
eliminated while other forms of protection for the
steel industry are increased.! 18

Implications of Privatization

The privatization movement has had two
principal effects on the Latin American steel
industry. First, the new owners of Latin American
steel companies, both to meet purchase
commitments and to increase the efficiency and
competitiveness of their new properties, have made
investments which will significantly increase Latin
American steelmaking capacity and quality. Second,
as a result of privatization, concentration in the
private steel industry has increased significantly, both
within countries and the Latin American region as a
whole. However, although Latin American
governments have eliminated certain restrictions to
foreign investment, foreign participation in the
region’s steel industry so far has been limited.

Growing Capacity

The owners of newly privatized steel mills
throughout Latin America have committed significant
amounts of investment capital to modernize facilities,
increase production capacity, improve efficiency, and
boost competitiveness. In Mexico, where investment
commitments were an acceptable means of payment
for parastatal firms, the new owners’ purchase
agreements included over $6 million in planned
facility improvements and investments for Ahmsa,
Sicartsa, and the newly renamed Ispat Méxicana
(formerly Sibalsa). Additional investments are
planned, designed to increase capacity of the three
firms by up to 3 million tons. In Brazil, the Gerdau
Group plans to invest $30 million in modernizing
Acos Finos Piratini.

These investments are taking place against a
backdrop of excess steelmaking capacity in the Latin
American region and worldwide. In 1990, on a
worldwide basis, producers operated at 79 percent of
steelmaking capacity; in the same year, Latin
American producers operated at only 67 percent of
capacity (see figure A). 19 The introduction of new
capacity may worsen this situation, and given
concurrent efforts to increase production and boost
efficiency and profits, fierce competition among



Figure A

Latin American steel industry: Production and capacity, 1981-1990
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Source: The WEFA Group, Conquering World Steel Markets, vol. 3, 1990, p. 1.8.

Latin American mills seems likely. Moreover,
several owners of the newly privatized mills have
announced that they intend to export their increased
production.  Although some new owners have
announced plans to retire older, inefficient
equipment, a net capacity gain is expected.

Increased Concentration

Privatization has allowed some existing
companies to gain market share in certain product
lines, or to expand their lines of production through
purchase of government-owned facilities. Although
concentration of ownership is not a new
phenomenon in Latin America, where governments
have often dominated steel production, concentration
of ownership in private hands may lead to different
conduct than occurred when concentration resulted
from government ownership. In some countries,
such as Brazl, concentration resulting from
government ownership was linked with price
suppression, instead of the typical oligopolistic result
of higher prices.

In Brazil several firms have been very active in
acquiring stock in newly privatized companies. The
Gerdau Group has purchased three recently-
privatized mills, adding to the four it already owned.
These purchases have greatly extended Gerdau’s
involvement in the merchant long products

sector,?0 and allowed it to expand into production
of specialty steels. Two Brazilian banks (Bozano
Simonsen and Unibanco) and Companhia Vale do
Rio Doce (CVRD) were involved in the purchase of
both Usiminas and CST. Recently-privatized
Usiminas is reportedly evaluating the purchase of
Acesita and A¢ominas, which would lead to further
concentration of the Brazilian steel indnstxy.21

This increase in concentration may give rise to
further declines in price competition, which may be
encouraged further by the removal of some
restrictions on domestic steel prices. Traders suggest
that the tendency toward -cartelization may be
accentuated if privatized mills also enter the steel
distribution field.

It is important to mnote, however, that
cartelization should present a threat only if Latin
American markets are protected from international
competition. The general reduction in tariffs and
elimination of other import barriers that have
accompanied the privatization movement in most
countries may help balance the effects of incr
concentration. :

In Argentina, concern that privatization of
Somisa, the country’s biggest producer, might lead to
creation of a monopoly in the steel industry has led
to government action. Under rules for Somisa’s sale,




the two major private steel companies, Acindar and
Techint, will not be permitted to make a joint bid for
Somisa. Both firms have expressed interest in
bidding for the integrated plant, but it is not known
whether they were planning to bid together or
separately. Usiminas (Brazil) has also expressed
interest in participating in Somisa’s privatization,
which would increase existing ties between the
Argentine and Brazilian industries.?

The tendency towards cartelization may also be
encouraged by the formation of regional trade pacts
that encourage regional cooperation. Some traders
theorize that the establishment of Mercosur in 1995
may lead to Brazilian-Argentine cartels, in which
producers in the two countries have an "unofficial
agreement” to charge the same price for similar
products. Mercosur will apparently have no
mechanism to prevent cartels?®  Moreover,
complementary production clauses in Mercosur and
the steel committee established by the Andean
Group may contribute to the development of
regional steel cartels.

Foreign Investment

Privatization of much of the Latin American
industry reflects, in part, increasing globalization in
the steel industry. However, although foreign
investors have indicated interest in participating in
the privatization auctions, and have been actively
courted by Latin American governments, significant
foreign participation has not occurred. In certain
cases, although foreign investors have expressed
interest in acquiring Latin American facilities, their
bids have not won them the properties, leading some
to suggest the mills have been overvalued.

The majority of foreign interest in the Latin
American steel industry has been European. French
special steelmaker Aubert & Duval is a participant
in the consortium that purchased Altos Hornos
Zapla (Argentina).? Hoogovens (Netherlands) is
a minority partner in the consortium that purchased
Ahmsa (Mexico). India’s Ispat purchased Sibalsa,
now renamed Ispat Méxicana (Mexico). An
unspecified foreign group is reportedly interested in
purchasing Acesita (Brazil). Japanese and German
partners are reportedly interested in Somisa

(Argentina), while the Venezuelan government hopes
to attract foreign interest for Sidor’s pipe plant.

To encourage foreign participation in the
privatization process, some Latin American
governments have eased certain restrictive
regulations, although other barriers remain. For
example, in Brazil the period of time that foreign
capital involved in the privatization process must
remain in the country has been reduced. In the case
of Usiminas, foreign investors must keep capital in
the firm for 3 years; for new privatizations, the
period has been reduced to 2 years. However,
foreign ownership in the Brazilian steel industry
remains limited to 40 percent of equity. Argentina
has liberalized its foreign investment regulations,
lifting general restrictions on profit remittances and
capital repatriation. In Venezuela, the adoption of
Decree 727 in 1990 allowed unrestricted capital
movement, unlimited profit remittances, full capital
repatriation, and free access to credit and capital
markets.

Despite attempts by Latin American
governments to encourage participation, U.S. firms
have hesitated to invest in the region. So far U.S.
investment in the newly privatized firms has been
limited to the presence of Mission Energy of
California and Southern California Utilities as
minority partners in the consortium that purchased
Ahmsa (Mexico). Both companies’ participation in
the project reportedly stemmed from interest in
potential electricity co-generation projects using coal
from the Ahmsa mines.?

US. investment in the Latin American steel
industry has remained small for several reasons.
First, the U.S. steel industry, particularly the
integrated sector, has limited financial resources for
overseas expansion. Second, excess world capacity
makes such investment commercially undesirable.
Third, investors in general remain concerned about
economic and political stability in the region. Fourth,
with the exception of Brazil, markets in most Latin
American countries are still relatively small. The
only US. steel company with operations in Latin
America, Armco Inc., is considering downsizing its
Latin American division as part of its corporate
reorganization.?’



Effects of Privatization
on the United States

Privatization of the Latin American steel
industry will likely affect future U.S.-Latin American
trade in steel and U.S. investment in the Latin
American steel industry. Privatization, combined
with other economic liberalization measures recently
adopted by Latin American nations, has significantly
improved the climate for foreign trade. Lower tariffs
and the elimination of other trade barriers, such as
import licenses, have provided U.S. exports with
increased market access. However, the anticipated
growth in production capacity in the region,
combined with aggressive attempts by previously
private and newly privatized firms to maintain
domestic market share, may force prices too low for
U.S. products to remain competitive in the Latin
American market.

Competitiveness is of particular concern in the
case of Mexico, which historically has been an
important market for U.S. steel exports. Ahmsa’s
privatization and resulting efforts to recapture home
market share from foreign and domestic competitors,
combined with efforts by Mexico’s other major flat-
rolled producer, Hylsa, to retain market share, have
resulted in intense competition and declining
prices.® Given recently filed Mexican antidumping
suits against U.S. exporters, unattractively low prices
may lead to an erosion of this market.

Prospects for U.S. steel exports to Latin
America appear most promising for specialty

Figure B

products not produced in the region or not produced
in either sufficient quantity or the required quality.
For price-sensitive, commercial-grade products, such
as rebar and wire rod, export opportunities are less
favorable and local producers often have lower
production costs. Local producers also have a
natural advantage in transportation costs, which is
especially important for sales of low value-added
products.

Prospects for U.S. trade with the region could be
enhanced if industry restructuring includes
specialization of production. Traditionally, the state-
owned steel companies in Latin American countries
produced a wide range of products to meet virtually
all domestic needs. However, if steelmakers shut
down noncompetitive facilities and specialize in
specific product areas,”” local steel consumers
would have to import products that are no longer
produced. Conversely, specialization of production
would lead to increased exports of those specialized
products.

In addition to increased competition for market
share in the Latin American market, U.S. producers
may find themselves confronting increased exports of
Latin American steel to the U.S. market. Many
newly privatized mills are targeting exports as the
means to increasing production. ILAFA predicts
that Latin American exports will increase by 3
percent in 1992, to a record of 15.7 million tons. ¥
Given its geographic location and historical status as
an importer of Latin American steel (see figure B),
the United States seems to be a likely market for at

U.S. steel imports from Latin America, by country and as a percentage of total, 1991
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Other 4
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Note.--Because of rounding, figures may not add to 100 percent.

Source: Compiled from official statistics of the U.S. Department of Commerce.




least a portion of this export increase. Based on past
exports to the United States, increased shipments
from Latin America are most likely to be composed
of flat-rolled and semifinished products and pipes
and tubes.

Although U.S. firms may not find investment
opportunities in Latin America appealing,
commercial opportunities associated with
privatization exist. According to Ahmsa of Mexico’s
new director, commercial opportunities for U.S.
firms in these ventures are considerable. However,
he noted that while the company is favorably
disposed towards U.S. technology, American firms
have not been "particularly aggressive" in pursuing
sales. Nevertheless, GAN-Ahmsa International is
already purchasing close to $1 million daily in U.S.
goods and services. Much of the new capital
equipme'nt needed for modernization of the Mexican
industry is likely to be purchased in the United
States, partially under a $235 million loan %uaxantee
granted by the U.S. Export-Import Bank.3

Conclusion

Privatization is well advanced in Mexico, Brazil,
and Argentina and seems likely to advance in
Venezuela and Peru. As parastatal steel companies
are bought by private owners, new investment will
likely contribute to regional overcapacity, leading to
increased competition for domestic market share,
lower domestic prices, and increased exports. As a
result, U.S. steel producers may find it difficult to
maintain market share in the area, while facing
increased exports from the region. Although US.
steel firms have been hesitant to take advantage of
opportunities to increase investment in the region,
commercial opportunities resulting from privatization
exist.

Despite the benefits of privatization, the current
program will not mecessarily create a stable steel
industry in Latin America. For privatization to be
successful, other economic reforms, including
elimination of tariff barriers and price controls,
modernization of labor laws, and access to
competitive credit markets are considered to be
necessary. As Latin America attempts to establish a
profitable, private sector steel industry, it is likely to

highlight the problems and benefits for other regions
beginning to embrace privatization.

Stephanie Kaplan
202-205-3436
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The Latin American steel industry: Production capacity, production, exports, and imports, 1990
(Thousand metric tons)

Exports of Imports of
semifinished semifinished
and finished and finished
Production Crude steel steel steel
Country capacity production! products products
Argentina ........ 5,045 2,992 1,966 267
Brazil ........... 28,929 22,617 8,986 193
Chile ........... 1,329 805 139 311
Colombia ........ 970 664 v 10 350
Mexico .......... 12,430 7,883 1,404 1,049
Peru ........... 780 402 2 71
Venezuela ....... 5,570 3,119 1,243 226
Other Latin
America........ 2,430 660 272 1,555
Total Latin :
America ...... 57,483 39,142 14,022 4,022

! Crude steel production figures are from 1991.

Source: International Iron and Steel Institute, Steel Statistical Yearbook 1991, 1991; and World Steel
Dynamics, Capacity Monitor #9, Nov. 11, 1991.
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STEEL TRADE ISSUES: GLOBAL REACTIONS
IN A POST-VRA ENVIRONMENT

During the past 6 months major changes have
taken place in the steel-trading environment;
quantitative restrictions on the flow of steel to the

United States have ended, negotiations on a

multilateral steel agreement have been suspended,
and large numbers of unfair trade cases have been
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